Canada Development Corporation 


Comparative Highlights 1973 1972 Increase 
(millions of dollars) % 
Total assets $701.5 $315.6 12223 
Shareholders’ equity 344.4 200.7 71.6 
Net investment outlays 289.4 91.6 PASS) 
Total revenue 296.7 96.3 208.1 
Net income teh i 2a 790.5 
Common shares outstanding 
(weighted average) 21,353,401 6,829,732 212.7 
Net income per share $0.88 $0.31 183.9 
Contents 


The Corporation’s Objectives 2 
Corporate Policy 3 
Report of Directors 5 
Corporate Structure 9 
Financial Statements 10 
Petrochemicals 21 
Mining and Natural Resources 23 
Health Care 24 
Venture Capital 26 
Pipelines and Related 

Northern Transportation 27 
Directors and Officers 28 


Pour obtenir |'édition frangaise du 

présent rapport, on est prié d'écrire au 
Secrétaire, 

Corporation de développement du Canada, 
Suite 1860, 200 rue Granville, Vancouver, 
Colombie britannique, V6C 1S4 


ou 
Suite 2010, 145 ouest rue King, Toronto, 
Ontario, M5H 1J8. 


The Corporation’s 
Objectives 


1. To develop and maintain strong, 
Canadian controlled and managed 
corporations in the private sector. 


2. To widen the investment 
opportunities open to Canadians. 


3. To operate profitably and in the best 
interests of all the shareholders. 


Corporate Policy 


In order to achieve the Corporation’s 
objectives, the Directors have determined 
that CDC should be an equity investor in 
strong, profitable enterprises with high growth 
potential. Either directly or indirectly through 
subsidiaries, it is CDC policy to put special 
emphasis on longer-range development and 
larger projects, particularly those which 
involve an upgrading of resources, a high 
technological base, or good potential for 
building up a Canadian-controlled presence 
in international markets. Such an international 
presence is often necessary to achieve a 
more efficient scale of operation, to support 
the development of managerial, technical and 
research talents of superior quality and 
generally to enable many Canadian-based 
corporations to achieve their full potential. 


Profit prospects commensurate with the risks 
involved are overriding policy criteria. CDC is 
prepared to be patient, recognizing that some 
of its opportunities will exist because others 
are unwilling or unable to wait through the 
years of earnings buildup, but the projects 
selected should have the prospect of both a 
high long-term growth rate and a superior 
rate of return on equity. Because of the 
relatively large pool of risk capital at its 
disposal and because many of the best 
opportunities are in large-scale projects such 
as frontier pipelines and world-scale 
petrochemical plants, there will generally be a 
bias towards projects of this kind. 


CDC does not wish merely to duplicate or to 
preempt the activities of other Canadian 
investors, but believes it can play an 
important part in assembling Canadian 
strengths and competences to create 
internationally competitive enterprises, even 
in areas where investment opportunities open 
to Canadians have formerly been limited. The 
Corporation is prepared to play a catalytic 
role in mobilizing the capital of other 
investors, both domestic and foreign, in joint 
ventures which are under Canadian control. 


It is generally the intention of the Corporation 
to have effective control of its underlying 
companies in order to be able to take the 
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necessary measures to protect and increase 
the value of its investments. However, it does 
not intend to participate in the day-to-day 
management of its subsidiary and affiliated 
vehicle companies which should have their 
own skilled staffs and specialized operating 
personnel. CDC’s role, through membership 
on the Boards and Executive Committees of 
such companies, is to participate actively in 
the strategy, development and longer-range 
planning of such companies so that they will 
remain innovative and growth-oriented. 
Attention is also given to the maintenance of 
appropriate financial controls and good 
management development policies. If 
necessary, CDC will play a part in finding new 
or additional operating management for such 
companies. 


CDC does not plan to invest in every field of 
activity since to do so would risk scattering its 


Polysar is playing a major role in the expansion of 
Canada’s petrochemical industry. 


resources too thinly and losing effective 
control of the underlying assets. However, 
new activities will be added from time to time 
and vehicle companies acquired or 
established in those new fields. It will be 
primarily through these companies that CDC 
will play a part in developing major and 
profitable new projects in its chosen fields of 
endeavour. In this way, CDC hopes to convert 
the portfolio investments of Canadian 
investors, who alone can own CDC's voting 
shares, into direct or control-position 
investments which will play some part in 
increasing Canadian ownership of both 
domestic and international resources. 


Report of Directors 


During its second full year of operations in 
1973 the Corporation made investments of 
some $289 million, principally in the fields of 
mining, health care, and venture capital. This 
sum compares with $92 million invested in the 
previous year and brings the total invested 
since the commencement of operations to 
$381 million. In turn, CDC subsidiary and 
affiliated companies expended some $150 
million during 1973 on plant and equipment, 
acquisitions, and venture capital 
commitments. 


The largest single investment during the year 
was the acquisition of approximately 30.4% of 
the shares of Texasgulf Inc., for a total cost of 
$271.4 million. Notwithstanding the legal 
proceedings following the original tender offer 

on July 24, 1973, relations with Texasgulf 
Inc., and its management are friendly and 
constructive and CDC believes it can play a 
useful role in helping this major multinational 
resources company achieve its goals of 
profitability and growth. 


Investment in Polysar Limited remained 
unchanged during the year, but CDC agreed 
in principle to make an additional investment 
of up to $25 million in this company to allow it 
to take a 51% interest in Petrosar Limited, a 
joint venture with Union Carbide Canada 
Limited, Du Pont of Canada Limited, and 
Koch Canada Fuels Limited, which has been 
formed to construct a world-scale naphtha 
cracker at Sarnia at an estimated cost of 
about one-quarter billion dollars. This plant 
will be designed primarily to produce 
competitive-cost raw materials for the rubber, 
plastics, and petrochemical-derivative 
industries as well as gasoline and other 
energy products. Other world-scale 
petrochemical plants are likely to be built in 
both Western and Eastern Canada in the 
years to come and this will be an increasingly 
important field for profitable Canadian 
investment. 


The CDC's interests in the health care field 
were expanded during 1973 by the 
acquisition for $3.2 million of a 70% interest 
in Omnimedic Inc., a Montreal-based holding 
company which in turn owns two operating 
firms in the pharmaceutical and medical 
supplies field; by acquisition for $0.3 million 
of a 70% interest in Raylo Chemicals Limited 
and R & L Molecular Research Ltd., of 
Edmonton, which manufacture fine chemicals 
and are involved in research related to 
pharmaceuticals, biochemistry, and organic 
chemistry; and by the acquisition for $11.1 
million of a 75% interest in A/S Dumex, a 
major pharmaceutical manufacturer with 
worldwide operations headquartered in 
Copenhagen, Denmark. All the CDC's 
interests in the health care field have now 
been concentrated in a new holding 
company, Connlab Holdings Limited, which 
also took over CDC’s 100% ownership in 
Connaught Laboratories Limited of Toronto. 
CDC’s total investment in Connlab now 
stands at $35 million. 


1973 also saw the launching of two new 
venture capital companies in partnership with 
a group of Canadian and foreign institutional 
and private investors. These companies are 
Ventures West Capital Ltd., of Vancouver in 
which CDC has a 49% interest at a cost of 
$2.2 million, and Innocan Investments Ltd., 
based in Montreal in which CDC has a 40% 
position acquired at a cost of $3.7 million. 
Together with the 1972 acquisition of 35% of 
the shares of Venturetek International Limited 
of Toronto, these investments bring the total 
CDC investment placed in the venture capital 
field to $10.4 million. 


During 1973 CDC’s consolidated assets more 
than doubled to just over $700 million as a 
result of the above acquisitions and the 
internally and externally financed growth of 
subsidiary companies. As last year, any 
companies in which CDC has a greater than 
50% interest have been fully consolidated in 
our financial statements. The results of 
companies in which CDC has a significant 
influence or effective control have been 


included on an ‘‘equity’’ basis for the first time 


in 1973. 


Texasgulf's Kidd Creek Mine near Timmins is the 
world’s largest single producer of zinc and silver. 
(opposite) 


Vancouver-based Gestalt International Limited is in 
the forefront of mapping technology. (below) 
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Net income last year rose sharply to $18.7 
million, or 88 cents per weighted average 
share outstanding during the year, from $2.1 
million, equivalent to 31 cents per share on 
the much smaller number of shares 
outstanding in the previous year. This 
improved earnings performance was due 
primarily to the contribution from new 
acquisitions and the improved operating 
results of subsidiaries, but a proportion of the 
increase arose from the fact that Polysar 
Limited was owned for the whole year as 
against only five months in 1972. 


Prospects for subsidiaries and affiliated 
companies are that incomes will continue to 
improve over both the short and longer term. 
Texasgulf is benefitting from the strong 
markets for its major products and from its 
earlier expansion plans. It continues to 
expend substantial sums for both its existing 
and new businesses and is looking forward to 
further progress in 1974. Polysar’s outlook is 
also favourable, despite the problem of raw 
material shortages, and earnings should 
again advance. The Connlab group is making 
satisfactory progress towards becoming a 
more profitable and commercially oriented 
operation, while the venture capital 
companies should continue their expansion. 


Including participation in the Gas Arctic- 
Northwest Project Study Group, CDC has 
now made commitments in five of the six 
fields which were identified initially as of prime 
interest. CDC continues to study the 
possibility of making an investment in the 
petroleum and natural gas industry and 
intends to add new fields to its list as the 
Corporation develops. Attention has already 
been given to a number of further industry 
possibilities with a view to making at least one 
addition during the coming year. 


During October 1973 CDC closed its Ottawa 
office and established its Head Office in 
Vancouver, British Columbia. CDC now has 
operating offices in that centre and in 
Toronto, which should be adequate for the 
Corporation's needs for the immediate future. 


Financial Resources 


The Federal Government bought a further 
$125 million of the Corporation’s common 
shares over the first seven months of 1973, 
bringing its cash share subscriptions to $200 
million. 


When the acquisition of the CDC’s holding in 
Texasgulf Inc. was completed in the latter part 
of the year, the purchase was financed from 
then available cash resources and froma 
drawdown of $106 million under a $160 
million line of credit previously arranged with 
the Corporation’s bankers. In November, 
these bank loans were reduced with the 
proceeds of a $50 million issue of short-term 
promissory notes offered through all 
Canadian money market dealers. 


The bulk of these bank and money market 
borrowings was repaid in March 1974 when 
sale was completed of $100 million 5%% non- 
voting Class A Preferred shares to a group of 
about 20 leading Canadian financial 
institutions and business corporations. This 
issue contains a somewhat unique feature 
which gives buyers the right to require the 
Corporation to redeem these shares at par on 
90-days’ notice any time after five years from 
the issue date. The Corporation has a 
corresponding right afer five years to redeem 
the shares upon 30-days’ notice to their 
holders. 


The Government has agreed to purchase 
during 1974 $50 million of the Corporation's 
common shares, which will complete the 
$250 million cash subscription authorized by 
the incorporating legislation. 


Public Share Issue 


In order to bring about the desired 
participation by Canadians in the 
Corporation’s affairs and to broaden the 
resources available to the CDC, the Board 
has determined to take the necessary steps to 
make the first public offering of CDC shares in 
1974. 


Insulin and biological products are produced by 
Connaught Laboratories in Toronto. (opposite) 


The clear intent of CDC’s incorporating 
legislation is that up to 90% of its voting 
shares ultimately be held by Canadian 
individuals and institutions, with the Federal 
Government owning the balance. Although 
the Corporation has the unique power to 
redeem for cancellation any common shares 
held by the Government in excess of 10%, it 
is the Directors’ intention to use the proceeds 
of any new share issue to the public solely to 
expand the CDC’s investment portfolio. 


While the timing of an issue in 1974 will 
obviously be influenced by conditions in 
financial markets and other factors, CDC 
hopes to be in a position to make such an 
offering as early as May. No final decision on 
the form of this offering has been made at this 
time, but it will probably include some voting 
convertible preferred shares. The Board 
wishes to make the issue easily available to all 
Canadians through the widest possible 
distribution network including all investment 
dealers and members of recognized stock 
exchanges. CDC is also attempting to make 
available an instalment accumulation plan for 
the investor of modest means. 


Although the high-risk nature of investment in 
CDC shares will certainly be stressed, CDC 
has a wide range of profitable opportunities 
open to it and the sale of CDC securities will 
provide investors with the opportunity to 
participate in this new Canadian investment 
vehicle. It is possible that it may be one of the 
largest share issues ever sold in Canada. 


Texasgulf explores for minerals in Canada and 
around the world. 


Directors, Officers and Staff 


In October 1973, Mr. Marshall A. Crowe 
resigned as Chairman of the Corporation to 
become Chairman of the National Energy 
Board. In September, Mr. Marcel Cazavan left 
his position as Vice President to assume the 
presidency of Caisse de dépdt et placement 
du Québec. We are indebted to them both for 
the very valuable contribution which they 
made during the Corporation’s formative 
stage and wish them well in the new careers 
on which they have now embarked. 


We were saddened by the untimely death in 
November 1973 of Mr. Frangois E. Cleyn who 
had freely contributed his wide experience 
and business knowledge as a director of the 
CDC, Chairman of its Audit Committee, and 
Board member of two of our subsidiary 
companies. 


We regret that Mr. John H. Moore has 
decided not to stand for re-election at the 
Annual Meeting of Shareholders. Mr. Moore 
had initially agreed to serve a one-year term, 
but consented during the early life of the 
Corporation to extend his services for an 
additional year. He has made a valuable 
contribution as an active and concerned 
member of the Executive Committee and as 
an advisor and counsellor to management, to 
whom he always made his time freely 
available. 


We are pleased that Mr. A. John Ellis of 
Vancouver, Vice Chairman of the Bank of 
Montreal, and Mr. Philippe de Gaspé 
Beaubien of Montreal, President of Télémédia 
(Québec) Ltée, have agreed to join our 
Board. They are both widely known for their 
accomplishments in their own field of 
activities, as well as for their active 
participation in the community and cultural 
life of Canada. Mr. Ellis was subsequently 
elected Chairman of the Board of the 
Corporation effective April 1974. 


The past year has been a very demanding 
and strenuous one for our small but highly 
dedicated staff which now numbers 17. On 
your behalf, it is a pleasure to thank them for 
a most productive performance which has 
contributed in no small measure to the CDC’s 
emergence as an effective and growing 
presence in Canada’s business community. 


Respectfully submitted on behalf of the 
Board, 


Aswan K Gets 


Louis R. Desmarais, 
Vice Chairman of the Board 


pa feet 


H. Anthony Hampson, 
President and Chief Executive Officer 


March 28, 1974 


_ Corporate Structure 


Petrochemicals 


Assets $341.5 Million 


| Polysar Limited 
100.0% 


Manufacture and 
sale of 
petrochemical 
products, rubbers, 
latex and plastics in 
North America and 
Europe. 


Partner in new 
Canadian 
| feedstocks refinery. 


| Developer of 
modular townhouse 
condominiums in 
Ontario. 


Computer service 
bureaus in Canada 
and England. 


Mining — 
Natural Resources 


Assets $276.5 Million 


Texasgulf Inc. 
30.4% 


A natural resource 
company with 
worldwide 
exploration and 
development 
activities. 


Canada — Base 
metals, oil and gas, 
potash, sulphur. 


United States — Oil 
and gas, potash, 
sulphur, 
phosphates, soda 
ash (under 
development). 


Mexico — Sulphur. 


Australia — Iron 
Ore. 


Canada Development Corporation 


Developing and maintaining strong 
Canadian controlled and managed corporations 
in the private sector and widening the 
investment opportunities open to Canadians. 


Assets $701.5 Million 


Health Care 


Assets $69.5 Million 


Connlab Holdings 
Limited 

100.0% 

A holding company 
engaged, through 
its group of 
companies, in 
research, 
production and sale 
of pharmaceutical 
and biological 
products in Canada, 
Mexico, Brazil, 
Europe, Africa and 
Asia. 


Connaught 


Laboratories Limited 


100.0% 


Research, Biologicals. 


A/S Dumex 
75.0% 


Research, 
Pharmaceuticals. 


Omnimedic Inc. 
70.0% 


Research, 
Pharmaceuticals. 


Raylo Chemicals 
Limited 

70.0% 

Research, 

Fine chemicals. 


Venture Capital 


Assets $10.2 Million 


Venturetek 
International 
Limited 
35.0% 


Majority equity 
investments in new 
companies with 
unique products or 
technology. 


Ventures West 
Capital Ltd. 
49.0% 


Investments in new 
companies located 
in Northern and 
Western Canada. 


Innocan 
Investments 
Ltd. 

40.0% 


Investments in 


companies with 
unique products or 
technology. 


Pipelines and 
Northern 


Transportation 
Assets $1.7 Million 


Gas Arctic- 
Northwest 
Project Study 
Group 

3.7% 


Consortium of 27 
firms planning 
construction of 
natural gas pipeline 
from Mackenzie 
Delta and Alaska to 
Canadian and 
United States 
markets at 
estimated cost of 
$5.7 billion. 


Other 
Corporate Assets 


Assets $2.1 Million 


CDC short-term 
assets 

and investment in 
premises. 


| 


e Asset values represent book values at December 31, 1973 without deduction of liabilities. ¢ Percentages represent CDC ownership position. 


Consolidated Balance Sheet Canada Development Corporation 


December 31, 1973 ain ; 
and subsidiary companies 


Assets 


(Established by the Canada Development Corporation Act) 


1973 


1972 


Current Assets 
Cashin oe eee 


Short-term investments, at cost which approximates market value 


Accounts receivable . 


Inventories (note 3) . 


Prepaid expenses .. 


Investments in Shares 
Texasgulf Inc. (note 9) 


Other companies ... 


Fixed Assets 
Land, buildings and equipment, at cost 


Less accumulated depreciation 


Other Assets 
Goodwill, at cost 


Deferred charges, patents and technology, at cost less amortization 


Investment in real estate .... 


Approved on behalf of the Board 


H. A. HAMPSON, Director 
F. W. SELLERS, Director 


(thousands of dollars) 


$ 7,519 
26,734 
102,933 
59,187 
2,074 
198,447 


276,469 
19,781 


296,250 


378,431 
209,168 


169,263 


18,531 
7,889 
6,052 
5,062 

37,534 

$ 701,494 


$ 1,627 
52,250 
62,978 
49,930 

2,049 
168,834 


10,042 
10,042 


302,328 
174,288 
128,040 


7,568 


1,118 
8,686 
$ 315,602 


Liabilities 


1973 1972 


SSS 


Current Liabilities 


Bane ioomreaness (NOTE 4). oc. es ce ek ee cna ewes 
DMOLetOHWMEEIOMISSOLY NOLS 25. hg eon wv wee Sec eess 
Accounts payable and accrued liabilities .................. 
Income and other taxes payable ......................05. 
Long-term debt of subsidiary companies due within one year 


Long-Term Debt of Subsidiary Companies (note 5) ............ 
Peet CUOMINCOIION) AXOS EPs fe oon. yk fe es kee eee 


Interest of Minority Shareholders in Subsidiary Companies .. 
Total liabilities 


Shareholders’ Equity 
Capital Stock (notes 6 and 16(a) and (b) ) 
Authorized 
Preferred, 


(thousands of dollars) 


$1,000,000,000, divided into shares with a par value in any multiple of $5 not exceeding 


$1,000 each 


Common, 
200,000,000 shares without par value 


Issued 
25,677,009 Common shares (1972, 13,594,114 shares) 


eA ALIS ment an Whldn 1 earn culo a cain A wwe at 
Excess of Book Value Over Cost at Date of Acquisition of Subsidiary Company (note 7) ............ 


Auditors’ Report 


To the Shareholders of 
Canada Development Corporation 


We have examined the consolidated balance sheet of Canada 
Development Corporation and subsidiary companies as at December 
31, 1973 and the consolidated statements of income and retained 
earnings and changes in financial position for the year then ended. 
Our examination included a general review of the accounting 
procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the 
circumstances, except that it was not practical to carry out an audit 
examination of the interim earnings of Texasgulf Inc. and ‘Equity in 
earnings of Texasgulf Inc.” in the consolidated statement of income 
and retained earnings has therefore been based on unaudited 
information (note 9(b)). 


bas oe eet ct, yd ich oi er $ 106,783 $ 23,778 
Micra tas: Secu at ro RAS pr toe tt te ee 47,749 
Pidtbe osc dabeat US Ape odor ae aoe: 52,729 30,782 
Te eer eens Seeks: San ae A 5,008 1,393 
bec ihe Saree a ROE Sate A heey e 9,766 5,911 
222,035 61,864 
Peas Rn Oe Naren t ae de ee 122,803 48,195 
eat g Ns Oar aa ace AS cap Ma eR AR 7,166 4,153 
ie A ED. at ian Cred eine BLING oA aE 5,060 688 
APIO Se Re Se eee es tn 357,064 114,900 
aE Ws Ae Bo ian tas ned eet ok ee Ce 262,000 137,000 
Oe CTE OEE eee tn ee: 20,858 2,130 
61,572 61,572 
344,430 200,702 
$ 701,494 $ 315,602 


In our opinion, except for the effect of any adjustments which might 
have been required had an audit examination been carried out with 
respect to ‘‘Equity in earnings of Texasgulf Inc.’’, these consolidated 
financial statements present fairly the financial position of the 
companies as at December 31, 1973 and the results of their 
operations and the changes in their financial position for the year then 
ended, in accordance with generally accepted accounting principles 
applied, after giving retroactive effect to the equity method of account- 
ing for investments referred to in note 1(b) to the consolidated financial 
statements, on a basis consistent with that of the preceding year. 


THORNE GUNN & CO. 
Chartered Accountants 
Toronto, Canada 
March 22, 1974 


Consolidated Statement of Income Canada Development Corporation 


and Retained Earnings and subsidiary companies 
Year ended December 31, 1973 


1973 1972 
(thousands of dollars) 
Revenue 
Sales of products and services ... ih ba CSS OR ES ee seer ee $ 285,029 $ 92,333 
Other income! 2 te. eek el ee ee re ere ne ne ee ee 11,700 3,974 
296,729 96,307 
Expenses ae 
Gostrorsaleseuee ©5055 ae eee ee PE ee i oe se Fab ot a, t 226,139 79,490 
Selling, administration and research .......... a ee ee een eee Uh, Cte ee Pes 40,909 12,031 
Interest on‘long-term: debt: . . 555g as a ei ee en 4,835 1,614 
Other interest ....... wloc ata Shee SR ake ily GUS an tS arn a tI eae enter tas eae nwa 5,441 492 
277,324 93,627 
19,405 2,680 
Equity in earnings of Texasguil’ lmGx (mOtG: 9) eee reese , 6,805 
Equity in earnings of other companies (note 10) ................... Ea ee ae ae EE CER eee ee eee 584 
income: before: income) taxes: ANAGKOMEH tS TTS amen ceene eee nent ee 26,794 2,680 
Income taxes. (Mote. TA) sce a ait. ie ces ois eek awe ee te 6,601 925 
Minority interest .in;subsidiary Compeamics jc) ik see ieee re ee ee etree ores 30 (318) 


6,631 607 


Income; before extraordinary Temi 7, 2) gic ema eet 20,163 2,073 
Extraordinary item’ (mote 12)) ss. cn) 2s anus ears ek oe eee pas 1,435 
Net income for. the year <<<. oxes eB occ ee Oe a 18,728 2,073 
Retained earnings at beginning Of yeari, maces arse ee eee gn er 2,130 DT, 
Retained earnings at’end Of: years. ia. 6 er, ee es ee $ 20,858 $ 2,130 
Earnings per share 

Income ‘before-extraordinary iter tse eee 95¢ 31¢ 

EXtraOrdinary Teri: sxc cd cE ce kt eek ee ee a (7) 

Netiincome ‘for the: year: «.. << Gaz. A Sats tae ele eee eee 88¢ 31¢ 
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Consolidated Statement of Changes Canada Development Corporation 
in Financial Position and subsidiary companies 
Year ended December 31, 1973 


1973 


1972 


aaa nce Te a a eee eee 
(thousands of dollars) 


Source of working capital 
Operations 
Income before extraordinary item .......... i a A a eat, ot bere $ 20,163 


Items not involving current funds 


DEMrecialion and samonizaton sans ane Meee ess fee en Se ee oe 18,538 
Equity in earnings of Texasgulf Inc. net of dividends received ..................... (5,058) 
Equity in earnings of other companies net of dividends received ...................... (302) 
BretemecMinicolnerlaxCs ee eaom, ee 8 ek eee OA Rays ye eek eet Me ee eaten dl ode ; 1,536 

UNC NI i eg Meds ce. i hate Galego ae ane e Pet a ere at) 310 

35,187 

ISSHCTOMCOM MOMs ShALC Saar tara ras Wh ey aun ee iPr Oe eh ners Qtr Wo es i ee 125,000 
Proceeds from long-term debt of subsidiary companies ._.. . ee ek eer eee eet reer ae ot 67,672 
Rese MDuOnmOmschales, Of, SUDSICIAry COMPANY .c.. gates: thrals sae ee on ee nee Se ee 3,500 
SELES (SLY CEST a Ca) Iya Ren irda ace a ee RR Ph le fan ra fn gy ee Rag aye es SOUS ’ 988 
"232,847 

Application of working capital 

litestnichteimesubsidtaly: COMPaNieS «. - ash. sa. eon ee en to eee a eeatt Mleeyertuc Soudan Sk El ae 34,509 
REScaWOlKinguCapiial: ON ACQUISHION cis odate 6 gee oR As oe oe Ps Chelate Nee Berges ae 1,104 
33,405 

Invesimentain fexasqull. ING, thes. a waGaheduee eo be Ee eR SES Tk nee 2 te are 271,411 
MacctniciUineOnieh COMPAMCS) 6 occ eke ee lyiee © ote ho a9 sotganctebce und, 7A nee CT et eT j 5,867 
INGIGHTCORSELOBIEX CO ClealSS 6 (S waeens sa titeey sige (sc lead Me MEN, eee ee eee eg 31,802 
EMUOMISRIGEOLCIPASSE (STR Rie Mee oe ee ee tet toe ee a tr eee a ihe gi ree a 6,403 
Repayment of jong-term, debt of subsidiary companies, .. ......-.2+-.¥.152. 4. seeea eae Ta 7,965 
PAVCOLICHIE ETC AIL CSlOLC enn Itt ate rine Me et, NS a op oii aag teow ate Gs Wali ae cua ae a eas 6,052 
362,905 

Mrereasen\ decrease) il Working Capital POSIHNON 0. pn ere. iin ne betes a te ee ; (130,558) 
WUOEKInGECADital vat DEGIINING OF VOOR. o.oo. 2 Sek clon upam ce ene ata me eer te Seco ere 106,970 
Working capital’ (deficiency) atend Of year .. 2... 6c nee hee Se a ee eh aS es $ (23,588) 


$ 2,073 


8,132 


64 
10,269 
112,000 
1,885 


2,435 
126,589 


85,901 
61,512 
24,389 


4,500 
10,560 
2,817 
2,395 


44,661 
81,928 
25,042 
$ 106,970 
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Notes to 


Consolidated Financial Statements 
Year ended December 31, 1973 


Canada Development Corporation 
and subsidiary companies 


1. Summary of Significant Accounting Policies 


(a) Principles of Consolidation 

These consolidated financial statements incorporate the financial posi- 
tion, operating results and changes in financial position of the Cor- 
poration and its wholly-owned subsidiaries, Polysar Limited and 
Connlab Holdings Limited and their subsidiaries. 


(b) Long-term Investments in Shares of Other Companies 

The policy has been retroactively adopted of accounting by the equity 
method for investments in other companies over which the Cor- 
poration and its subsidiaries have effective control or significant in- 
fluence (notes 7, 9, and 10). Other investments, which are not material 
in total, are accounted for by the cost method. Under the equity 
method, the Corporation’s share of the equity in earnings of the 
companies is included in income currently rather than when realized 
through dividends. 


(c) Foreign Exchange 

Consolidation of non-Canadian current assets and liabilities has been 
made at rates of exchange on December 31; all other assets, appli- 
cable depreciation and non-current liabilities at the rates prevailing 
when the assets were acquired or the liabilities incurred; and income 
and expense, except depreciation, at rates in effect during the year. 
Gains or losses resulting from such translation practices are reflected 
in the consolidated statement of income. 

(d) Leases 

Certain office and production facilities of Polysar are held under long- 
term leases, which include various purchase options. The cost of 
these assets, amounting to approximately $26 million at December 31, 
1973, and the related long-term debt have been capitalized. 

(e) Depreciation 

Depreciation of buildings and equipment is based on the estimated 
useful life of the assets, calculated on the straight-line or diminishing 
balance method as considered most appropriate for each company. 
(f) Research 

Research expenditures are generally charged against operations as 
incurred, net of government grants related thereto. 


(g) Deferred Charges, Patents and Technology 

Preproduction expenses incurred in connection with major new pro- 
duction facilities of Polysar are amortized on the straight-line basis 
over a period not exceeding five years from commencement of pro- 
duction. Other deferred charges are charged against income in the 
periods to which they are applicable. Patents and technology are 
amortized on the straight-line method over their economic useful life, 
generally not in excess of five years. 


(h) Goodwill 

The policy of the Corporation and its subsidiary, Connlab, is to record 
goodwill arising on acquisitions to the end of 1973 as an asset without 
amortization. If it becomes apparent in the future that the value 
expected to be obtained has not been realized, or if the value of the 
goodwill is reduced or deteriorates, it will be appropriately amortized 
or written off against income. 

The policy of Polysar differs in that goodwill is being amortized on the 
straight-line method over periods which are not in excess of 20 years. 
Most of such goodwill arose on acquisitions by Polysar in the latter 
part of 1973 and the amount of amortization provided as a result of 
this difference from the policy of the Corporation is not material to 
these statements. 


(1) Income Taxes 

Income tax legislation in Canada and certain other countries permits, 
for the purpose of computing taxable income, the deduction of certain 
items in amounts which differ from those charged in the financial 
statements. Income taxes in the consolidated statement of income 
include taxes deferred as a result of these timing differences as well as 
taxes currently payable. 

Consolidated operating results include operations of many domestic 
and foreign subsidiaries of Polysar, some of which sustained operating 
losses while others earned income. Polysar does not give recognition 
to the potential tax benefit of losses until realized. On a consolidated 
basis these recurring tax reductions are not considered to be ex- 
traordinary in nature, and are reflected as reductions of current 
income taxes. 

(j) Earnings Per Share 

Earnings per share have been computed on the basis of the weighted 
average of common shares of the Corporation outstanding during the 
year. 


eo ea. . ah, ~eRROhe > eennaep ape ana 
(a) Subsidiary Companies 

During the year the Corporation transferred to Connlab Holdings acquired a 75% interest in A/S Dumex, a Danish-based multinational 
Limited, a newly incorporated company, its 100% interest in Con- pharmaceutical company. In addition Polysar Limited acquired sub- 
naught Laboratories Limited acquired during 1972 and 70% interest in stantial interests-in companies in Canada, the United States and 
certain other companies in Canada acquired during 1973. Connlab _—_ Europe, the largest of which was in the Bellaplast group of companies. 


Information concerning new acquisitions in 1973 follows: (thousands of dollars) 
Polysar Connlab Total 

A/S Dumex Other 

Net assets acquired: 

INctmaSSel Seon enarhanydOOGWIIl Bassecre sence caceon: acces sauce stece conte sucuvencsteavarnecenaete See425 $ 10,851 Sea O $ 19,983 
EOOUWiHleAnSiNGEONnAaCGUisitiOMmSuestetcee teste tote. cesceneseececcceccheeecoseneteceeueesecae 12,683 2,990 2,932 18,605 
20,108 13,841 4,639 38,588 
MIN GHLVAICKCSI Smile Le lbimrmneseie nt tite. er ceckeace 2 rcieecisecearaen iueuaasaacatesontenven dence: 2,697 1,382 4,079 


$ 20,108 $11,144 > 3,257 $ 34,509 


Consideration given: 
“ESS soay de Nec Meace dato eee mae ios eB ope eee Ree ea en Pe $ 5,235 $ 11,144 $ 3,257 $ 19,636 
Sait eA VAmeRTTOORst D1 4140) $97.8 ase sveccwesmvecennneavacurenannetsorcuinsceborabesberdent 14,873 14,873 


$ 20,108 $11,144 $ 3,257 $ 34,509 


All acquisitions have been accounted for by the purchase method and the accounts of the companies acquired have been included in the 
consolidation from their respective dates of acquisition. 


(b) Other Investments 
Other acquisitions by the Corporation during 1973 consist of shares in Canada, Innocan Investments Ltd. and Ventures West Capital Ltd. 
Texasgulf Inc. (note 9) and shares in two venture capital companies in __ Polysar also acquired interests in certain other companies. 


3. Inventories 1973 1972 
(thousands of dollars) 

MNCL COCs en Res OME ois eh Sos Mr ctiohids eked ec Ba tnd sonst eaoiNZ Lanza vigil vvial alan SRyDiica AER ined atNucen SaaS $ 28,930 $ 27,067 
AWA Ile Sei CVVONK Illi ONOCESS iaranniaaracnesasna ues sciences aaeic snutoomaseemoe helen nathnuiicinnetetrasaetareaaeh stalin whimatoeatetsah edie uhiunee ees 21,693 13,729 
@peratindEandemMalmteEManCe Sup DlIESi 4 cmacccesstasees Seacheos venn eed ecmace oer nontnssleae nel up snasiesie ne rae RAMs on aa(elo seinen waneGhNeames@aese raleet 8,564 9,134 
$ 59,187 $ 49,930 


Inventories are valued at the lower of cost and net realizable value. 


4. Bank Indebtedness 


Under the Corporation’s lines of credit, it has agreed that it will not Development Corporation, without the written consent of the banks 
dispose of or otherwise encumber any of the assets of Canada __ involved, so long as the present lines of credit are outstanding. 


eS 
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Notes to 
Consolidated Financial Statements 


(continued) 

5. Long-term Debt of Subsidiary Companies 1973 1972 
(thousands of dollars) 

Polysar Limited 

Debentures: 

In Canadian dollars: 

Serial Debentures Series A bearing interest at 7.5% repayable on November 1, 1974 ..........ccceeeeeeeeeeeeee trees $ 1,000 $ 2,000 

Sinking Fund Debentures Series A bearing interest at 7.5% maturing November 1, 1987 ...............ccccceeeeeees 13,000 13,000 

Sinking Fund Debentures Series B bearing interest at 9% maturing November 15, 1993 ......... ee 35,000 


Loans repayable: = 
In French francs (Fr. 25,500,000) during the years 1974 to 1980 bearing interest at rates varying from 7.25% to 


0 ON 0.) eae mene Re ane an se PP ner et ee arene ner re cee eerie re cacsen Coponaas Srodecacosn es dc contocdendoodceoaBoononcanscoodugccooate eee: 5,199 6,614 

In Belgian francs (Fr. 200,000,000) during the years 1974 to 1977 bearing interest at 6.5% and secured by a 

mortgage-on-certain land ‘and: DUIGINGS ofc. ccc aes tetea se exces se ann vectute cee vecc er et eter ee eee ce ee aee = nee et ec Cee ge eet rer een See 4,450 5,448 

In Belgian francs (Fr. 481,463,000) under lease arrangements during the years 1974 to 1992 bearing interest at 

6569: ANG! 9. BOM. sseedesecseeie session Cas atyu Bee eoee ee ee AA Re Ba esse ee eee 12,524 

In Swiss francs (Fr. 25,000,000) during the years 1975 to 1976 bearing interest at a variable rate with a minimum 

(0) Mo NA to.) Ween erase me et oe eee te ata ner creer ae casas nee du euriSane da ting obe dls sdad oomenodd da deoeMioudeeseavuddbeibocascens 6,244 6,244 

In German marks (DM 58,330,000) during the years 1974 to 1985 bearing interest at rates varying from 2.5% to 

HOS Y oy remeron oct. guanine daa Pea aR Soc UMIENE Gee soad Ip ooUbLdaddLcdasSaveabcdaaodooadoudetercoossoanatioasas 21,494 

In United States dollars under lease arrangements during the years 1974 to 1985 bearing interest at 9.75% 10,701 11,204 

In United States dollars (U.S. $5,428,000) during the years 1974 to 1989 bearing interest at rates varying from 

5% to 15%, a portion of which is secured by mortgages on certain fixed aSSets ................cceeceeeeeeeeeeeeeeeeeees 5,479 5,879 

OUP] ec seasinsiinn ceswsastiraanediragtlsgeaisarsur auatizaat ie ace in aaee se ape Cor helo eet oe oh MOREE Gee Gono Re eet eee 6,386 3,657 
121,477 54,046 


Connlab Holdings Limited 
Loans repayable: 
In Canadian dollars during the years 1974 to 1978 bearing interest at 42% above prime lending rate established 


bythe lender; ‘a: Canadian Danks. arin Se conccsse Meee e eenere re ee ete eae oa oO 3,500 
In Swiss francs (Fr. 18,628,911) during the years 1977 to 1983 bearing interest at 12% above the London 
interbank Eurodollar market rate, but fixed at 7 1/16% until October, 1974 ...........ccccccccecccecccececcnceeereeceveeeress 5,735 
ONO aig. «tina ncad ANG: ee asecet anctlaelaina ene teal Macks deeresieonea thsgaiand teat aastee Reet oe WORSE eee ec 1,857 60 
11,092 60 
132,569 54,106 
Less portion of long-term debt due within one year included in current liabilities ..0......cccceceecceeesseeeereeeeeeees 9,766 5,911 
$ 122,803 $ 48,195 


Sinking fund requirements and the portion of long-term debt due in each of the next five years are as follows: 1974 —$9.8 million; 1975 — 
$15.0 million; 1976 — $13.2 million; 1977 — $22.4 million; 1978 — $7.6 million. 


6. Capital Stock — Issued Common Shares 
During 1973, the Corporation issued 12,082,895 common shares for cash of $125 million. 


7. Excess of Book Value Over Cost at Date of Acquisition of Subsidiary Company 


Polysar Limited was acquired through an exchange of shares on July 31, 1972 at a cost of $62 million. A further amount, not to exceed $10 
million, may be payable in cash or by issue of common shares,dependent upon the profitability of certain operations of Polysar in 
1973 and 1974. In 1973, the profitability of these operations exceeded levels established for these purposes and it is expected that the further 


amount of $10 million will become payable in 1975. 


The $62 million cost has been accounted for as a purchase in the following manner: 


Assets acquired, as originally reported 


(GUTTA LR S accaahcnatoice staat eter eisai nee tree Ate eee cee ee 


HessiliabilitieSvaSSUMmMeG mere tence eee secre nance soradtec connect cenenccottiarveces 


Netassets acquired, as originally reported nnc..-scccicscssccdeesccecscaeseonctoveess 
Adjustment to reflect change to equity accounting for Polysar’s investment in other companies (note 1(b)) ...........c::ccce 


NemasSets @cQuired, a5 TEStALed .ayicccecutesess sees tcoes voter rede acteavsandhtednnnntes 
Less excess of book value over cost at date of acquisition (‘‘negative goodwill’) 


The Corporation does not consider it appropriate to apply negative 
goodwill against the book value of Polysar’s fixed assets since this 
approach would cause a material understatement of fixed asset 
values. Accordingly, the Corporation has recorded fixed assets at their 
estimated fair values as shown above, and depreciation is based on 
these values rather than on the substantially lower values that would 
have resulted if the negative goodwill had been applied against Poly- 


(thousands 
of dollars) 


$ 106,417 
107,067 
14,319 


~ 227,803 
105,034 


122,769 
803 


123,572 
Sior2 


$62,000 


sar’s fixed assets. The resultant unrealized increment has been carried 
to a separate account within shareholders’ equity (‘‘Excess of Book 
Value Over Cost at Date of Acquisition of Subsidiary Company’’). 
Dependent upon such factors as sale of the assets or increases in 
their earning power, this amount will be transferred directly to retained 
earnings. Any additional payment for the Polysar shares will be 
charged against the unrealized increment. 


8. Consolidated Income Before Extraordinary Item 


The contribution to consolidated income of the Corporation and its subsidiaries is as follows: 


1973 1972 
Income 
Income (loss) 
Months before Months before 
in extra- in extra- 
consoli- Other ordinary consoli- Other ordinary 
dation Sales income item dation Sales income item 
(thousands of dollars) (thousands of dollars) 
Polysar 1201257, 1120 $ 4,032 $ 12,018 5 $ 86,687 $ 2,101 $ 2,090 
Connlab 
Connaught Laboratories Limited 12 6 
A/S Dumex 3 nil 
03 1,593 41 5,646 386 456 
Omnimedic Inc. 11 aK nil Gad 
Raylo Chemicals Limited 12 nil 
Canada Development 
Corporation 12 6,075 AS 12 1,487 439 
Equity in earnings of 
Texasgulf Inc. note 9(b) 6,805 
Equity in earnings of 
other companies various 584 
$ 285,029 $ 11,700 $ 20,163 $ 92,333 $3,974 $ 2,073 


Other income includes interest on short term investments of $6,300 in 1973 and $2,187 in 1972. 
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Notes to 


Consolidated Financial Statements 
(continued) 


9. Equity in Earnings of Texasgulf Inc. 


(a) The Corporation owns 9,258,620 shares or 30.4% of the out- 
standing common shares of Texasgulf Inc. These shares have been 
purchased as a long-term investment. which the Corporation has no 
present intention of selling and it has agreed for a period of two years 
not to sell these shares as a block other than to a subsidiary. The 
quoted market value of the Texasgulf shares at December 31, 1973 
was $285 million which, because of the number of shares owned, is 
not necessarily indicative of the amount which would be realized if the 
shares were to be sold. 

(b) The Corporation's equity in the earnings of Texasgulf since acqui- 
sition of the shares has been included in the consolidated statement of 
income on the equity method referred to in note 1(b). 

The majority of the Texasgulf shares were acquired during the latter 
half of 1973 and the Corporation's share in the net income of Tex- 
asgulf since acquisition of the shares has accordingly been computed 
on the basis of prorating the relevant quarters’ earnings rather than 
the earnings for 1973 as a whole. Since it is not normal practice to 
carry out an audit of a company’s statements for such interim periods 
within its fiscal year, the Corporation’s share in the earnings of 
Texasgulf included in the consolidated statement of income is based 
on unaudited information. 

The excess of cost of the investment in Texasgulf over the Cor- 
poration’s equity in the net book value of the underlying assets of 
Texasgulf at the dates of acquisition of the shares amounts to $143 
million. The Corporation does not consider as a practical matter that 
there is any reason to expect the value of its investment to decline with 
time. However, based on generally accepted accounting principles, 
this excess has been allocated to resource assets, which are diverse 
both in nature and in estimated length of economic life, and the 
excess is being amortized on a straight-line basis over a period of 40 
years. 

“Equity in earnings of Texasgulf Inc.’ included in the Corporation’s 
consolidated statement of income has therefore been computed as 
follows: 


(thousands of dollars) 

Share of net income of Texasgulf $ 7,686 
Less amortization of excess of cost of investment over 
equity in net book value of underlying assets of 


Texasgulf at dates of acquisition of shares .......... 881 
Equity: in: 6arnings-of Texasguil, i. nen araeenenome $ 6,805 


(c) Net income of Texasgulf for the year ended December 31, 1973 

amounted to U.S. $73,922,000. A note to the audited financial 

statements for the year reads in part as follows: 
“The Internal Revenue Service has examined the company’s tax 
returns for the years 1958 through 1965. A revenue agent’s report 
previously received for the period 1966 through 1968 is now in the 
process of being amended by the Service. Concurrently, the re- 
turns filed for the years 1969 through 1971 are being examined. 
The Service has challenged or is proposing adjustments to the 
company’s treatment of several items in the tax returns filed for the 
years 1958 through 1971. Should the Service prevail income 
reported to shareholders for the years 1973 and 1972 would be 
reduced by approximately $6,250,000 and $2,700,000 respectively 
and prior years’ income would be reduced approximately 
$11,850,000 after applicable reductions of deferred income taxes 
provided in prior years; deferred income tax credits of $8,800,000 
would be provided which would be amortized to income in future 
years; payments of U.S. Federal income taxes and interest in the 
amount of $33,800,000 would be required and the amount of 
recoverable U.S. Federal income tax would be reduced by 
$2,550,000. Numerous issues have been raised, the most signifi- 
cant of which pertains to the company’s treatment of a tax paid to 
Ontario on income from the Kidd Creek mine. The company has 
claimed this tax as a credit against U.S. Federal income taxes. The 
Service asserts this tax should be a deduction in arriving at U.S. 
taxable income. The Company intends to contest all major issues 
and expects to prevail’’. 


10. Equity in Earnings of Other Companies 


Net income in 1973 has been increased by $302,000 as a result of the 
change in accounting for investments from the cost method to the 
equity method (note 1(b)). Net income in 1972 is not materially 
affected. 


The excess of cost of investments in other companies accounted for 
by the equity method, except Texasgulf Inc., over the Corporation’s 
equity in the net book value of the underlying assets amounts to 
approximately $5 million, all of which has been attributed to goodwill 
(note 1(h)). 


11. Income Taxes 


The Corporation’s accounting policies with respect to income taxes 
are set out in note 1(i). Income taxes include taxes on dividends 
received from Texasgulf Inc. Losses carried forward from prior years 
effectively reduced taxes which would otherwise be payable by 


subsidiaries of Polysar as follows: 
1978 ose. Aacaevase res iiedte ca Ban nonreh oeoin etna cametegen cheek eee me $ 550,000 
1972, after acquisition of Polysar by the Corporation 625,000 


Substantial future tax offsets are available from domestic and foreign 
operations of Polysar. 


-— 


12. Extraordinary Item 
The extraordinary item of $1,435,000 represents a write-off by Polysar 


Limited of initial investments relating to building systems and of certain 
further costs incurred in connection therewith. 


eee 


13. Commitments 


At December 31, 1973 the Corporation's subsidiaries were committed to spend approximately $18.1 million for acquisition of capital assets. 
StS nna reel ha chelate eS SAN ES ACRE SUR aE So MAE iE 
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14. Pension Plans 


The unfunded past service liability of the pension plans relating to 
employees of certain subsidiaries is being funded over the next sixteen 


years with annual charges against operations of approximately 
$420,000. 


15. Contingency 


Polysar Limited is or may become a defendant with others in several 
legal actions claiming an aggregate of $10 million in respect of 
product liability. The Company has denied or will deny liability. One of 


the actions is being defended on behalf of the Company by its 
insurers. The other actions have been referred to the Company's 
product liability insurers. However, the ultimate liability, if any, to the 
Company is presently not determinable. 


16. Subsequent Events 


(a) On March 4, 1974, the Corporation issued 10,000,000 5%% non- 
voting cumulative preferred shares for $100 million cash, designated 
as Class A preferred shares and having a par value of $10 each and 
redeemable on or after March 5, 1979 at the option of either the 
Corporation or any holder thereof at par value plus all accrued and 
unpaid dividends. The proceeds of this share issue were used to 
reduce short-term indebtedness. 

(b) The Government of Canada has indicated its intention to sub- 
scribe for $50 million worth of common shares of the Corporation in 
1974. 

(c) Early in 1974 Polysar Limited agreed in principle to acquire for 


$25.5 million, a 51% interest in Petrosar Limited, a company being 
incorporated to build a $255 million crude oil topping and naphtha 
cracking unit in the vicinity of Sarnia, Ontario. It is proposed that the 
excess of the cost over the capital contributed will be financed from 
outside sources and will be guaranteed by the shareholders. Canada 
Development Corporation has agreed in principle, subject to certain 
conditions, that it will furnish to Polysar in 1974 or 1975 an aggregate 
amount of up to $25 million to enable Polysar to make such in- 
vestment and that it will in addition provide a back-up guarantee in 
respect of any completion guarantee which Polysar may be required 
to furnish in connection with this project. 


17. Statutory Information 


In accordance with statutory requirements, the following information is 
provided: 

(a) The 1973 consolidated statement of income, before equity in 
earnings of long-term investments, includes charges for depreciation 


NUMDCIROMGINCC LOS a rentctentene carr secctitns aire cicanccae cntiscntiobitmarotenatsransceamecettaacs 
INDITIOCTRONOMICES meterare tomeetn creator ceo ere ei cease cece ncanr urcenaga mamtncaee Reamanese 


Number of officers who are or were also directors 


Aggregate remuneration of directors as directors of the Corporation 
Aggregate remuneration of directors as directors of subsidiaries ....... 
Aggregate remuneration of officers as officers of the Corporation ...... 


Officers of the Corporation received no remuneration from subsidiaries 


(c) Consolidated Subsidiary Companies 

Polysar Group General Plastics Company Limited 
Polysar Limited Genplac Limited 

Com-Share Limited Kayson-Mammoth Limited 
Importadora Canada S.A. Komfortplast GmbH 

Polysar Australia Pty. Ltd. M.K.W. Corporation 

Polysar Communications Inc. Mammoth Plastics Inc. 

Polysar Handelmaatschappij B.V. Polysar Belgium N.V. 

Polysar Nederland B.V. Polysar Deutschland GmbH 
Polysar Plastics Limited Polysar do Brasil Produtos Quimicos 
Polcrete Properties Incorporated Ltda. 

Polymer Corporation Canada Limited Polysar Europa S.A. 

Trent Rubber Services Limited Polysar France S.A. 

Bellaplast Nederland B.V. Polysar GmbH 

Bellaplast GmbH Polysar Incorporated 

Computer Sharing A.G. Polysar International S.A. 
Computer Sharing of Canada Limited Polysar Italiana S.P.A. 

Com-Share A.G. Polysar Latex Inc. 

Com-Share Limited, England Polysar Ltd., Grand Cayman Island 
Com-Share N.V. Polysar Plastics Inc. 


of $17,266,000 and for amortization of $1,272,000 (1972 — 
$7,618,000 and $514,000 respectively) 
(b) Remuneration of directors and officers of the Corporation: 


1973 1972 
dnigauithaahhicieslaginangauneavemsena@uunse lie awadeecinein aval nonts 21 21 
EPs ateauirainahianhieG eee eraiies sianeunveoncalspsoecieanaiesvaasekay 7 7 
Rha chic anumanaGrinsluaGunesh sueatinecuantrnnae tien oueklnits eieaes 3 3 
OF scitug thee Cem Ria rw ainansamee mba stesnbancestameraunpeane $ 62,450 $ 64,350 
ma sanieadanmelevovenacaiasemedeanatwatentgainese’ dis ensne dates 7,633 3,600 
aAO tis sek atu vomheraeie nina tania ch aaterNel ain wrexientseeORauaten 303,890 244,000 
Polysar Rubber Services Inc. Analco Inc. 
Polysar Skandinaviska A.B. Spabec Ltd. 


Canada Pharmacal Co. Limited 

Nordic Biochemicals Ltd. 

Franca Laboratories Inc. 

Raylo Chemicals Limited 

R. & L. Molecular Research Ltd. 

A/S Dumex (Dumex Ltd.), 
Copenhagen 

A/S Dumex, Oslo 

Dumex Lakemedel AB, Halsingborg 

OY Dumex AB, Helsinki 

Dumex Limited, Accra 

Dumex GmbH, Hamburg 

Dumex SPA, Milan 

Dumex (Pty.) Ltd., Durban 

A/S Dumex (Dumex Ltd.), London 

Dumex Australia (Pty.) Ltd., 
Melbourne 


Polysar Technical Service Centre N.V. 
Polysar (U.K.) Limited 

Société de Latex S.A. 

Société Frangaise Polysar 

Solar Chemical Corporation 

Synthetic Elastomers Development S.A. 


Connlab Group 

Connlab Holdings Limited 
Connaught Laboratories Limited 
Connaught Biologics Limited 

The Canada Serum Company Ltd. 
Omnimedic Inc. 

Octo Laboratory Limited 
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Petrochemicals 


Polysar Limited 


Polysar Limited, in which the CDC has a 
100% interest, is CDC’s vehicle company in 
the petrochemical industry. Based in Sarnia, 
Polysar has manufacturing and fabricating 
facilities in Canada, the United States, 
Belgium, France, and Germany with product 
sales throughout the world. Polysar’s 
principal corporate objectives include: (1) 
maintaining and strengthening its position as 
a major supplier of general purpose rubbers 
to the tire and non-tire rubber industry; (2) 
being a major supplier of latex to the carpet 
textile and paper industries; and (3) being an 
integrated multi-business supplier of plastic 
components to selected segments of the 
packaging, furniture and construction 
industries. 


The petrochemicals industry upgrades crude 
petroleum and natural gas into intermediate 
products, such as rubbers, latexes and 
plastics, which in turn are used in a multitude 
of industrial and consumer end products. 
Polysar is the world’s second largest supplier 
of butyl rubbers which are a significant 
component of automobile tires and tubes. 
Polysar produces one-quarter of the latex 
used by the North American and European 
textile and paper industries. Since 1970 
Polysar has expanded its presence in the fast- 
growing plastics industry. Substantial 
interests in Germany’s Bellaplast Group of 
companies, a leading European converter of 
plastic cups and containers, and General 
Plastics Company Limited of Cookshire, 
Quebec, a manufacturer of plastic products, 
were acquired in 1973. 


Butadiene, isobutylene, ethylene, and 
benzene are the principal raw materials used 
in Polysar’s manufacturing activities. 
Improving the availability and relative costs of 
these materials has been one of the 
Company’s principal operating challenges in 
recent years. Polysar has joined with Du Pont 
of Canada Limited, Union Carbide Canada 
Limited and Koch Canada Fuels Limited in 
the formation of Petrosar Limited which 
proposes to build and operate a crude oil 
topping and naphtha cracking unit at Sarnia 
to provide raw materials and fuel products to 
the partners and other customers. The new 
plant, representing an investment in excess of 
$250 million, and having a capacity rating of 
1 billion pounds per year of ethylene, will be 
comparable in size to the larger producing 
plants in the world. This project constitutes a 
major step forward in improving the position 


of Canada’s petrochemical industry and 
affords opportunities for additional investment 
in petrochemical plants. Polysar is already 
investigating construction of a new world- 
scale styrene monomer plant in Sarnia which 
would use products from Petrosar. The CDC 
has agreed in principle to provide Polysar 
with the funds necessary to take up a 51% 
interest in Petrosar. 


Polysar actively markets its proprietary 
technology relating to its fields of activity. 
During 1973, agreement was reached for use 
of Polysar technology in a new polybutadiene 
rubber plant to be constructed in India. 


Other activities of Polysar include the Building 
Systems Division which operates a new plant 
producing modular housing units at Milton, 
Ontario. The Division has experienced start- 
up problems and financial losses but has now 
been re-oriented to become a builder- 
developer of townhouse condominiums, a 
growing segment of the housing market. 
Polysar is also the controlling shareholder in 
Com-Share Limited which operates on-line 
computer time-sharing services in Canada 
and England. 


Polysar’s financial results in 1973 showed 
continued improvement from the 
unsatisfactory levels experienced in recent 
years. Strong demand and higher prices for 
major products contributed to a 27% increase 
in total revenues to $261.4 million composed 


The Sarnia facilities of Polysar will be supplemented 
by a new feedstock refinery being erected by 
Petrosar Limited, a Polysar affiliate, at a cost of over 
one-quarter billion dollars. (opposite and below) 


of: rubbers, $166.1 million; latex, $44.0 
million; plastics, $44.9 million; and other 
items, $6.4 million. Net income before 
extraordinary items rose 45% to $12.6 million 
as a result of improved margins, and net profit 
for the year was $11.1 million. 


Demand for Polysar’s major products 
continues strong into 1974 with raw material 
shortages, accentuated by the energy crisis, 
the principal constraint on the Company’s 
continuing growth. 


Funds generated from operations in 1973 
amounted to $30.5 million compared to $25.7 
million in 1972. During the year new long- 
term debt of $71.8 million was raised 
including a $35.0 million issue of 9% 
debentures in Canada. Total available funds 
of $103.3 million were applied to acquire 
fixed assets of $45.1 million and other assets 
of $27.6 million, to retire $7.2 million of long- 
term debt and to provide a dividend payment 
of $1.2 million, resulting in increased working 
capital of $22.2 million to $77.3 million. 


Financial Review 


1973 1972 

(in millions of dollars) 

Total Revenue $ 261.4 $ 205.6 
Net Income tad 7.4 
Working Capital Wis 55a 
Fixed Assets — Net 138.3 109.7 
Long-Term Debt ition 48.1 
Total Assets O4 1.5 237.1 


Mining and Natural Resources 


Texasgulf Inc. 


During the year, CDC made its largest 
investment to date in acquiring 9,258,620 
shares of Texasgulf Inc. for $271.4 million. 
Texasgulf’s objective is to be a world leader in 
the production of natural resource products 
including minerals, other metals, and oil and 
gas. Demand for metals — zinc, copper, 
silver, lead and cadmium — and for 
agricultural and chemical materials — 
phosphates, potash and sulphur — was at 
record high levels in 1973, contributing to the 
highest sales and earnings in the Company’s 
history. 


Metals 

The Kidd Creek Mine at Timmins, Ontario, 
continued to be the Company’s main source 
of income in 1973, generating $214.9 million 
in revenue after outside smelting and refining 
charges, compared to $146.6 million in 1972. 
Work began on plans to increase mine and 
concentrator capacity to 5 million tons per 
year from 3.6 million tons at a cost of $95 
million over the next five years. The new 
electrolytic zinc plant successfully completed 
its first full year of operations and the new tin 
concentrate plant started up. 


The mine is gradually being converted from 
open pit to underground mining operations 
down to the 2,800-foot level. Remaining 
reserves above the 2,800-foot level are 
estimated to be at least 95 million tons, more 
than 25 years’ production at current rates. 
Drilling below the 2,800-foot level indicates a 
substantial tonnage of ore extending well 
below the 4,000-foot level but available 
information does not yet permit meaningful 
estimates of tonnage and grade. Mining 
operations will be extended below the 2,800- 
foot level when expansion work is completed. 
Engineering and feasibility studies for a 
100,000-ton per year copper smelter and 
refinery estimated to cost more than $120 
million are under way with a final decision on 
construction to be made in the near future. 


Agricultural and Chemical Materials 

Sales of agricultural and chemical materials 
were $143.3 million in 1973 compared to 
$118.9 million in 1972. Expansion of the Lee 
Creek, North Carolina, phosphoric acid and 
sulphuric acid production capacity by 50% 
was completed in December, raising annual 
Capacity to the equivalent of 510,000 short 
tons of 100% P,O,. The actual phosphate 
products contain varying percentages of 
phosphorus. A further 33% capacity 


Capacity of Texasgulf’s phosphate mine and 
related facilities is being expanded to better serve 
the world fertilizer market. (opposite) 


Texasguif’s search for oil and gas extends to the 
seas. (below) 


expansion is under way, which includes 
expansion of phosphate rock mining and 
which will be complete in 1975. Additional 
expansions to 1,000,000 tons of P.O; per 
year, which would make Lee Creek the 
world’s largest phosphate facility, are under 
consideration. 


Potash markets strengthened during the year 
and both the Cane Creek Mine in Utah and 
the 40%-owned Allan Potash Mines in 
Saskatchewan showed improved results. 


Texasgulf accounts for roughly 10% of world 
sulphur output from six Frasch mines, four in 
Texas, one in Louisiana, and one in Mexico 
owned by a company in which Texasgulf has 
a 34% interest, and from three sulphur 
recovery plants in Alberta. Though prices 
have strengthened with demand, rapidly 
rising production costs are a serious problem 
in sulphur operations, especially at the Frasch 
mines. 


Work has begun on a $75 million trona mine 
and plant in Wyoming which will produce 1 
million tons of soda ash annually 
commencing in 1976. 


Oil and Gas 

Leaseholdings and production capability in 
the Gulf of Mexico were expanded during 
1973. In addition, exploratory drilling 
continued in the Provost Field area of Alberta. 
Texasgulf is making a major capital 
investment in a pilot programme to test 
feasibility of producing from the Company's 
estimated 1.5 billion barrels of heavy oil 
reserves in the North Battleford area of 
Saskatchewan. 


1973 were $363.8 million, an increase of 34% 
over 1972. Net income for 1973 was $73.9 
million, or $2.43 per share, compared with 
$30.6 million, or $1.01 per share, for the year 
1972, an increase of 142%. 


The improved sales and earnings resulted 
from Texasgulf’s ability to help supply the 
strong world demand for metals and 
agricultural and chemical materials. Higher 
prices for virtually all products made a major 
contribution to the increase in sales and 
earnings in 1973. Tight markets for the 
Company’s products have continued during 
the early months of 1974. 


Funds generated from operations in 1973 
amounted to $129.3 million, compared to 
$74.0 million in 1972, with a further $41.9 
million from non-operating sources. Total 
available funds of $171.2 million were applied 
to acquire fixed assets of $82.9 million and 
other assets of $17.7 million, to retire $38.2 
million of debt and to provide dividend 
payments of $19.5 million. Working capital 
rose $20.5 million to $114.2 million. 


Financial Review 


Exploration 

Texasgulf’s world wide exploration activities 
were continued during 1973. Significant 
metals exploration was undertaken in 
Canada, the United States, Ireland, Africa and 
Australia. Outside the United States and 
Canada, oil and gas exploration was 
undertaken in offshore Senegal, the Malagasy 
Republic, and Nicaragua. 


Other Activities 
Production at the $300 million Robe River, 


Australia, iron ore project, in which Texasgulf (in oe ona AS 
has a 10.5% interest, reached capacity levels +444) Revenue $ 449.4 $ 316.0 
during 1973, though a small loss was Net Income 73.9 30.6 
incurred on operations. Working Capital 114.2 93.7 
Financial Fixed Assets — Net 463.0 442.6 
Gross sales, less outside zinc and lead Long-Term Debt 156.0 oa 
smelting and refining charges, for the year Total Assets 776.0 711.4 
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Health Care 


Connlab Holdings Limited 


In June CDC formed a new wholly-owned 
subsidiary, Connlab Holdings Limited, with 
initial resources of $35 million to be its vehicle 
company in the health care field. Connlab’s 
objective is to create an internationally 
competitive Canadian presence in the 
research, manufacture and sale of 
biologicals, pharmaceuticals, medical 
equipment, hospital supplies and other 
products related to health care. Connlab 
represents the CDC’s first ‘‘start-up’”’ of a 
major corporation and, while recognizing that 
several years of earnings buildup lie ahead, 
CDC is confident that its long-term profit 
objectives will be met. A strong management 
team has been assembled for Connlab which 
directs the activities of a number of operating 
companies having combined 1973 sales of 
over $50 million. 


The Connlab group's overall profit 
contribution for 1973 amounted to $41,000 
which, while representing only a marginal 
contribution to the CDC’s consolidated profit 
position for the year, is an improvement over 
the loss picture reported for 1972. The 1973 
results reflect concentration on restructuring 
of the group’s operations and start-up of 
important new ventures which, it is hoped, will 
lead to strong profitable future growth. 


Connaught Laboratories Limited 


Sales of biological products by Connaught 
Laboratories were $13.9 million in 1973, 
some 25% over the level prevailing when the 
company was acquired by the CDC in June 
1972. Connaught enjoys an international 
reputation for its research and production of 
biological products, including: insulin, 
vaccines for human and veterinary use, 
toxoids, blood fractions and diagnostics. A 
growing portion of research expenditures, 
which totalled $1.8 million in 1973, is being 
directed toward immuno-chemistry which 
includes tests for hepatitis and immunology in 
the development of new vaccines for human 
and veterinary use. Steps are under way, in 
conjunction with other companies of the 
Connlab group, to form joint venture 
undertakings in other countries which will 
both expand the market for Connaught’s 
products and broaden the outlets for its 
research efforts. 


A/S Dumex 


In October, Connlab acquired a 75% interest 
in A/S Dumex, Denmark’s largest 
pharmaceutical company, from the East 
Asiatic Company which retains the remaining 
interest. Dumex manufactures and sells a 
complete line of pharmaceutical products, but 
antibiotics and antidepressants were the 
dominant component of Dumex 1973 sales of 
$40.6 million. Dumex has several subsidiaries 
in Scandinavia, another in Ghana, and has 
affiliated companies in Thailand, Malaysia, 
Indonesia and Mexico. Dumex expertise in 
pharmaceutical production and international 
marketing broadens the marketing and 
product depth of the entire Connlab group. 


Raylo Chemicals Limited 


A 70% interest was acquired in Raylo 
Chemicals Limited of Edmonton in February 
1973. Raylo manufactures fine chemicals and 
is involved in research related to 
pharmaceuticals, biochemistry and organic 
chemistry which supports new product 
development activities of other members of 
the Connlab group. 


The Connlab group spent almost three million 
dollars on research into new and better biological 
and drug products during 1973. (opposite and 
below) 


Omnimedic Inc. 


Early in 1973, CDC took a 70% interest in 
joining with the Caisse de dépédt et placement 
du Québec in the formation of Omnimedic 
Inc., which in turn acquired two existing 
pharmaceutical manufacturers, Laboratoire 
Octo Ltée and Laboratoires Franca Inc. 
Omnimedic manufactures in Montreal and 
distributes throughout Canada a variety of 
pharmaceutical products with 1973 sales 
amounting to $3.7 million. Current efforts are 
being concentrated on building this group’s 
operations into a stronger, better-balanced 
entity. 


Venture Capital 


The venture capital activities of the CDC were 
expanded during 1973 by participation in the 
formation of two new venture capital 
companies, Ventures West Capital Ltd., of 
Vancouver and Innocan Investments Ltd., of 
Montreal. Through these investments, 
together with an earlier investment in 
Venturetek International Limited of Toronto, 
the CDC is associated with the largest pool of 
venture capital in Canada. 


The objective of all three companies is to 
provide capital to business ventures in the 
conceptual or early development stage which 
have substantial potential for earnings growth 
over the longer term. Each company is 
managed by its own autonomous 
management group, all having an equity 
interest in their respective company. Boards 
of Directors of each represent the financial 
institutions and private investors with whom 
CDC is a partner. Experience during 1973 
suggested that this structure makes available 
to each venture capital company a depth of 
business experience and a stronger financial 
base than would be the case had the CDC 
entered the venture capital business on its 
own. 
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Venturetek International Limited 


From its inception in 1969, Venturetek has 
grown to have investments valued at more 
than $20 million (based on the market value 
of recent share transactions) in eight 
companies employing over 2,000 people in 
Canada, the United States and the United 
Kingdom. In August 1972, the CDC acquired 
its 35% interest at a cost of $4.5 million. Other 
major institutional shareholders include: 
Canada Permanent Trust Company, 

National Life Assurance Company of Canada, 
The Excelsior Life Insurance Company, The 
Manufacturers Life Insurance Company, 
Mitsubishi Canada Limited, The Mitsubishi 
Bank, Ltd., and The Dai-Ichi Kangyo Bank, 
Ltd. 


Venturetek takes majority positions in 
emerging marketing-oriented companies with 
a unique product or service. Major holdings 
include: 


e Conat Industries Limited, a company 
involved in the development of blue-flame 
oil combustion systems and the 
manufacture and sale of domestic and 
commercial environment control systems. 


e Hermes Electronics Limited, the largest 
manufacturer of oceanographic 
equipment in Canada. 


PoP Shoppe, a new marketing concept 
for soft drinks. (below) 


e Gestalt International Limited, a company 
which has developed and patented a 
unique mapping instrument to produce 
orthophotographs automatically, a service 
which it markets worldwide through 
service centres and two subsidiaries in the 
aerial Surveying and geophysical 
exploration business. 


PoP Shoppes International Inc., an 
operator and licensor of one-stop factory 
stores retailing soft drinks in case lots 
directly to consumers. 


e Ventek Limited, a company which 
develops, markets and installs small-scale 
data processing systems and whose 
associated company, Interail Inc., markets 
a complete range of computer data 
systems in the United States having unique 
application in railroad transportation. 


Venturetek’s preliminary consolidated 
financial statements for the year ended 
December 31, 1973 showed total assets of 
$22.8 million, working capital of $2.2 million, 
shareholders’ equity of $8 million and net 
profit for the nine-month 1978 fiscal year of 
$201,000. 


Laurentian Concentrates Limited of Thurso, 
Québec, in which Innocan is an investor, produces 
fire-fighting foams. (below) 


Ventures West Capital Ltd. 


Ventures West Capital Ltd., was formed with 
initial resources of $4.2 million to provide 
equity capital to developing businesses in 
Northern and Western Canada. The CDC 
owns 49% of the voting stock and has 
invested $2.2 million. Other large institutional 
shareholders include: Bank of British 
Columbia, The Bank of Tokyo, Ltd., The Great 
West Life Assurance Company and Guaranty 
Trust Company of Canada. 


Ventures West prefers to take minority 
positions in conjunction with other investors, 
in firms engaged in the natural resource 
industries or in firms supplying services and 
products to the resource industries. Since 
commencing operations, Ventures West has 
invested $1.1 million in oil and gas 
exploration, mineral exploration and 
equipment manufacture. In its 19783 fiscal 
year, Ventures West had a net income of 
$35,000 and, at year-end, $3 million was 
available for new venture capital investments. 


Through a wholly-owned subsidiary, Brown 
Farris and Jefferson Ltd., Ventures West also 
carries on a financial consulting business. 


Innocan Investments Ltd. 


Innocan Investments Ltd. commenced 
operations in May 1978, with initial capital of 
$9.2 million. The CDC has a 40% interest 
acquired for $3.7 million and other major 
shareholders are the Caisse de dépét et 
placement du Québec, Canadian National 
Railway Pension Fund, Air Canada Pension 
Fund, The Bank of Nova Scotia, Canada Trust 
Company Pooled Pension Fund, and North 
American Life Assurance Company. Innocan 
makes equity investments in new or existing 
companies with exceptional growth 
opportunities, preferably where a strong 
management group has a new product or 
technology with potential international 
demand. In its first eight months of operations 
Innocan invested $2.3 million in such diverse 
businesses as industrial packaging, 
communications equipment, health care 
laboratories, specialty chemicals, and is a 
major backer of a new French-language 
television network. 

At the end of 1973, Innocan had $6.7 million 
available for new investments and for its first 
fiscal period operated on a break-even basis. 


Pipelines and 
Related Northern Transportation 


The CDC paid Gas Arctic-Northwest Project 
Study Group $1.7 million to the end of 1973 
as its share of expenses incurred by the 27- 
company consortium planning a large 
diameter pipeline to deliver in excess of 4 
billion cubic feet of gas per day from the 
Mackenzie Delta and the Alaskan North Slope 
to markets in Canada and the United States. 
Consortium members share pre-production 
expenses, amounting to $46 million to the 
end of 1973, on an equal basis. Capital costs 
of constructing the Canadian portion of the 
$5.7-billion line are currently estimated to be 
$5 billion. 


Members of the study group, 10 of which are 
majority Canadian-owned, have an option, 
though no obligation, to invest in the project 
should it proceed. Among the important 
matters yet to be resolved are: (1) satisfactory 
determination of costs, tariff charges, and 
natural gas supplies and markets; (2) 
agreement upon fair and reasonable sharing 
among potential investors, producers and 
distributors of the necessary financial 
obligations for cost overruns and force 
majeure events; and (3) approvals of 
regulatory bodies in the United States and 
Canada. 


The Mackenzie Valley line is being planned as 
a contract carrier which will transport natural 
gas, at a regulated rate of return, for shippers 
contracting for the service. This requires 
approval in Canada under the National 
Energy Board Act and by the Department of 
Indian Affairs and Northern Development for 
use of federal lands. In the United States, 
approvals are required from the Federal 
Power Commission and the Department of 
the Interior for the Alaskan portion of the line. 


Applications covering routing, engineering, 
environmental and sociological aspects of the 
line were filed in March 1974, with data on 
reserves, markets, financing and economic 
impact expected to be filed later in the year. 
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